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THE ECONOMIC OUTLOOK
AND BUDGET CHALLENGES

TUESDAY, JANUARY 27, 2009

HOUSE OF REPRESENTATIVES,
COMMITTEE ON THE BUDGET,
Washington, DC.

The committee met, pursuant to call, at 10:05 a.m. in room 210,
Cannon House Office Building, Hon. John Spratt [chairman of the
committee] presiding.

Present: Representatives Spratt, Schwartz, Kaptur, Doggett,
Blumenauer, Boyd, McGovern, Tsongas, Etheridge, McCollum, An-
drews, Edwards, Langevin, Larsen, Bishop, Connolly, Schrader,
Ryan, Hensarling, Diaz-Balart, Simpson, Campbell, Jordan, Nunes,
Aderholt, Lummis, Austria, and Harper.

Chairman SPRATT. I will call the hearing to order.

Today’s hearing comes at a time of severe economic distress. Un-
employment is at a 16-year high. In 2008 alone, 2.6 million jobs
were lost. And each week seems to bring even more gloomy eco-
nomic news. Whether one looks at the housing starts or foreclosure
statistics or the balance in retirement plans, there is bad news all
around us.

One role of this committee, a traditional role, is to keep an eye
on the bottom line. But getting the economy back on track must
take priority in this instance over getting the deficit down. We sim-
ply cannot afford to let this economy get away from us, so we must
do what is necessary to boost a weakening economy.

At the same time, over the long run, we must also find a way
to get the budget back on an even keel, on the path to being bal-
anced again. And that, too, is part of our challenge today, to find
some way to thread that narrow needle, serving the immediate in-
terest of the country but also laying the foundation for the recovery
and stabilization of the budget and the economy at this point in
time.

Congress is at work on a plan as we speak to provide a substan-
tial boost to the economy in the form of a strong economic recovery
package. Both Congress and the Obama administration are looking
at other steps that may be needed to stabilize the economy. Chart-
ing the right steps begins with an understanding of the economy,
and that is the purpose of our hearing today.

As we continue our efforts to understand where things stand
with the economy today and where things are headed, we are fortu-
nate to have a very distinguished group of witnesses before us
today. We will hear first from our new CBO director, Dr. Douglas
Elmendorf.
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o Tcl)lis, I believe, Doug, is your first appearance as a witness for
BO.

Mr. ELMENDORF. Yes, sir.

Chairman SPRATT. We are glad to have you and glad to have you
at the helm in particular.

Mr. ELMENDORF. Thank you.

Chairman SPRATT. When this committee met last week, we rec-
ommended to the Speaker of the House that Dr. Elmendorf become
the next CBO director. Thursday afternoon Speaker Pelosi and
Senate Pro Tempore Harry Reid appointed him to that position.

So we welcome Dr. Elmendorf, and we congratulate him.

We also want to acknowledge the hard work of Bob Sunshine.

Bob, stand up please.

[Applause.]

Chairman SPRATT. Over the last couple of months and in prior
years as well, he has acted as acting director of the CBO, and as
Alice Rivlin just reminded us in the back of the room, he was there
when she was first there; he was there at the creation. And we
have been fortunate to have him in his position as deputy director
since 2007.

We are grateful to you, Bob, for your able work in the transition
period and in particular for your service as the acting director.

On a second panel, we will hear from a number of distinguished
economists: Dr. Alice Rivlin was the founding director of CBO and
served as OMB director under President Clinton, and she currently
serves as a senior fellow at Brookings. We will also hear from Dr.
Mark Zandi, who is the chief economist and cofounder of Moody’s
Economy.com; Dr. Lawrence Meyer, who is a former member of the
Board of Governors of the Federal Reserve, currently vice chairman
of Macroeconomic Advisers; and Dr. Kevin Hassett, who is resident
scholar and director of economic studies at AEL

But before turning to our witnesses, let me turn to Mr. Ryan for
any opening statement he may wish to make.

Mr. RYAN. Thank you, Mr. Chairman.

I also want to extend a warm welcome to our new CBO director,
Doug Elmendorf.

And I also want to say to Bob Sunshine, thank you for your serv-
ice. You did a fantastic job extending the objectivity and integrity
of the Congressional Budget Office during your tenure. So thank
you, Bob.

The need for today’s hearing is obvious. Job losses are mounting
each day, and we get fresh evidence of the fact that we are in the
midst of a near economic downturn. Just yesterday Caterpillar an-
nounced they are laying off 20,000 workers this year.

Clearly, Congress must take action to address this situation. The
hard part is deciding what we should do. The House will consider
this week an $816 billion economic stimulus legislation advertised
as a focus plan to get the economy back on track and create jobs.

But upon closer examination, it looks more like a sprawling,
bloated spending bill that comes with a huge price tag with little
evidence it will actually have any immediate impact on our econ-
omy.

Please go to chart number 1. Under the guise of stimulus, this
bill includes funding to buy cars for Federal employees, renovate
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Federal buildings and bulk up the National Endowment of the
Arts.

Is This Stimulus?

$50 Million for the NEA

$600 Million for Federal Cars

Please go to chart number 2. Even if it produces the 3 million
jobs that are being claimed by the administration, it will cost
$275,000 per job. Compare that to the average income of an Amer-
ican or the tax bill that he or she will pay. They are the ones that
will ultimately foot this bill.

Cost of 1 Stimulus Job = $275,000

$300,000 -
$250,000 -
$200,000 -
$150,000 ~
$100,000

$50,000 -

0 ]

':‘1 , Stimulus Spending Per Job  Median Personal Income  Median Personal Income
a E

X Created Tax Liability °

According to CBO’s data, it will have little impact in the short
run, with only 15 percent of the spending occurring this year.

Congress should be focusing its efforts on proven, fast-acting
methods for sparking job creation. And frankly, I am not at all en-
couraged by the track record of these Keynesian fiscal stimulus
plans. The advertised benefits of government spending simply fail
to play out in reality. The most direct and cost-effective way to get
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the economy back on track quickly is to boost tax incentives for pri-
vate businesses to expand and create more jobs. Private capital in
investment, not government borrowing and spending, is the key to
restarting the engine of sustainable job growth in this country.

That is why I am disappointed to see that less than 3 percent
of the current economic stimulus package is specifically aimed at
encouraging private sector investment through tax incentives.

There is a great deal of fear and uncertainty in the markets right
now. A lot of private capital is on the side lines, and many business
investment plans are frozen. This is not only due to the uncertain
economic environment but also to the highly uncertain tax policy
environment. And this is something Congress can and should ad-
dress. Big tax hikes on work, savings, and investment are now less
than 2 years away.

At the end of next year, when these tax increases are slated to
come on line, CBO tells us that the unemployment rate will be at
8.5 percent, which would be the highest jobless rate in more than
25 years. The huge spending in this package will inevitably lead
to cause for even more tax increases. Allowing job-killing tax hikes
to hit a still weak economy would be sheer folly.

If we want to help this economy, we can start right now by giv-
ing workers, investors in businesses the certainty that Congress
will not raise their taxes during this period of economic weakness.
Our short-term reaction to the current economic crisis must not
cloud the proven long-term economic strategies that should guide
our recovery and help secure our renewed prosperity. Instead of the
big government borrow, spend and consume approach of this bill,
we should pursue incentives to put private sector capital to work
to create permanent growth and job creation.

I hope we can learn more today about the effectiveness of this
bill to address our economy. And I look forward to the witnesses’
testimonies, and I yield back the balance of my time.

Chairman SPRATT. Thank you, Mr. Ryan.

Before getting underway, just a couple of housing keeping de-
tails.

First of all, I ask unanimous consent that all members be al-
lowed to submit an opening statement for the record at this point.

Without objection, so ordered.

We welcome before the committee our distinguished new director
of the CBO, Dr. Douglas Elmendorf.

I already had the opportunity to read your testimony last night.
There is a lot of good stuff there. All of your testimony and all of
the witnesses’ testimony which has been filed will be made part of
the record. You can summarize as you see fit, but I encourage you
to take your time and walk us through it because there is a lot of
very substantive information and material and analysis in your
testimony.

The floor is yours, sir.

STATEMENT OF DOUGLAS ELMENDORF, PH.D., DIRECTOR,
THE CONGRESSIONAL BUDGET OFFICE

Mr. ELMENDORF. Thank you, Chairman Spratt, Ranking Member
Ryan, and members of the committee.
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I am very pleased to be here today to talk with you about the
state of the U.S. economy and policy options for improving it. I am
especially happy to be here today in my first testimony as director
of the Congressional Budget Office.

I would like to make just three points drawing from the written
testimony. First, in the absence of any changes in fiscal policy, the
U.S. economy is likely facing its most severe downturn since the
Depression of the 1930s.

Second, the bleakness of the economic and financial outlook has
lead the great majority of economists to think that both large-scale
fiscal stimulus and significant new monetary and financial policies
are appropriate and needed to generate a strong recovery in the
next few years.

Third, in CBO’s estimation, the American Recovery and Rein-
vestment Act of 2009, H.R. 1, would provide a significant boost to
output and employment.

Let me elaborate on these points in turn. First, CBO projected
in early January that in the absence of changes in fiscal policy eco-
nomic activity will contract more sharply in 2009 than it did in
2008 and will expand only moderately in 2010. As a result, the
shortfall in the Nation’s output relative to its potential, what could
be made if we were using all of our resources fully, will be the larg-
est shortfall in terms of both length and depth since the Depres-
sion. Lost output will represent nearly 7 percent of potential output
in both 2009 and 2010, amounting to about $1 trillion of lost out-
put each year and would be almost 5 percent of potential output
in 2011.

Payroll employment declined by 2 and a half million jobs last
year. And CBO projects that, again, without further action, even
more jobs will be lost this year. The unemployment rate increased
by more man 2 percentage points last year, reaching 7 and a quar-
ter percent and is projected to peak above 9 percent next year.

Data released after this forecast was finalized in mid-December
have been generally consistent with our forecast. In the financial
system, recent data signaled that the improvement in conditions
that began in October have continued thus far this winter.

Still, for many borrowers credit remains much more difficult and
expensive to obtain today than it was in 2007. Risk spreads on
most types of private lending remain very elevated. And concern
about the health of financial institution remains widespread.

Meanwhile, data on the wider economy confirm the consensus as-
sessment that the economy is in sharp decline. The economy shed
more than half a million jobs last month. The unemployment rate
jumped up. Industrial production, our manufacturing output essen-
tially, fell 2 percent in December, and capacity utilization and man-
ufacturing reached its lowest level since 1983. Housing construc-
tion continues to drop sharply, and real business spending on
equipment and software appears to have fallen at more than a 20
percent annual rate in the fourth quarter.

My second point is that the expected severity and persistence of
economic weakness have lead the great majority of economists to
think that both fiscal stimulus and additional financial monetary
policies are needed at this time. As the CBO has said before, fiscal
stimulus policies are most effective if they are timely, occurring
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during the period of economic weakness; are cost-effective, pro-
viding the greatest possible economic impact per dollar of budg-
etary cost; and do not exacerbate the Nation’s long-run fiscal imbal-
ance.

Moreover, the macroeconomic impact of stimulus is not the only
consideration in designing it. Policymakers and members of the
public clearly care also about who will be helped directly by the
spending increases or tax cuts in addition to all of the people who
will be helped indirectly through a stronger economy. And they
care about what goods and services society will receive in exchange
for the money involved.

Constructing a stimulus package that both is effective in spur-
ring economic activity and satisfies broader objectives about who
benefits and what society receives in exchange is very challenging.

Third, H.R. 1 is a massive fiscal stimulus. According to estimates
by the CBO and Joint Committee on Taxation, the legislation
would widen the Federal budget deficit by $170 billion this fiscal
year; $356 billion in fiscal year 2010; $174 billion in fiscal year
2011; and a total of $816 billion between now and 2019. Details of
this cost estimate were released last night and are on the CBO
Web site, and I am happy to talk about them if you have questions.

The bill includes direct payments to individuals, reductions in
Federal taxes and purchases of goods and services directly by the
Federal Government and indirectly via grants to State and local
governments.

For the payments to individuals and reductions in Federal taxes,
the macroeconomic impact would occur fairly rapidly.

For purchases of goods and services, CBO has estimated fairly
slow initial rates of spending. Of course, these estimates may turn
out to be too low or too high. But here is why they are as low as
they are:

First, the usual process for drafting plans, soliciting bids and en-
tering into contracts, makes typical spending rates, the ones we see
year in and year out, much slower than one might think.

Second, enactment of this legislation would occur nearly halfway
through fiscal year 2009. The numbers that we report for what
may appear to be the first year are actually for the first half-year.

Third, a number of programs in this legislation would receive
funding significantly above their current allocations. In the past, in
all types of Federal programs, a noticeable lag has occurred be-
tween sharp increases in budget outlays, budget authority, and the
resulting increase in outlays.

Fourth, some programs would be essentially brand new. In this
case, agencies would need to develop procedures and criteria, issue
regulations, and review plans and proposals before money can be
distributed.

All that said, CBO estimates that roughly 21 percent of the total
budgetary amount would go out in the next half of fiscal year 2009
and nearly half next year, for a total over the next year and a half
of roughly two-thirds.

The macroeconomic impacts of any economic stimulus program
are very uncertain. CBO has developed a range of the estimates of
the effects of H.R. 1 on GDP and unemployment that encompasses
a majority of economists’ views in our judgment. According to this
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analysis, the legislation would have the following effects relative to
our baseline forecast:

In the fourth quarter of 2010, GDP would be higher by 1.2 to 3.5
percent. Employment would be higher by 1.2 to 3.6 million jobs.
And the unemployment rate would be lower by .6 to 1.9 percentage
points.

In the fourth quarter of 2011, the positive effects in output and
employment would be smaller but still significant because the
spending out of authorized money will be going on and because the
tax changes and some of the mandatory spending changes will still
be in effect.

Thank you, that concludes my prepared comments, and I am
happy to take any questions that you have.

[The prepared statement of Mr. Elmendorf may be obtained at
the following CBO Internet address:]

http: | |www.cbo.gov | ftpdocs | 99xx | doc9967 | 01-27-StateofEconomy—Testimony.pdf

Chairman SPRATT. Dr. Elmendorf, you have on your testimony
figure one, do you have an electronic copy of that?

Mr. ELMENDORF. I do not have it with me, no, sir. I have a copy
I can look at, but I don’t have one that I can

Chairman SPRATT. Let me just repeat the numbers you have in
your testimony. To measure the worth and value and effectiveness
of the stimulus program that is now being packaged and put to-
gether to be brought to the floor tomorrow, one critical way to look
at it is what is potential GDP if the economy were running more
or less on even keel, and what is actual GDP?

Could you sort of translate this chart to us here? What is the dif-
ference today between the gap, performance gap, between actual
GDP and potential GDP if the economy were running in a stable
condition?

Mr. ELMENDORF. The potential GDP is a concept economists use
to estimate the output the economy would produce if labor and cap-
ital resources were essentially fully employed. So when the unem-
ployment rate rises or capacity utilization falls, output, actual out-
put, is falling below potential output. CBO’s estimate is that with-
out any additional fiscal policy, that shortfall, the difference be-
tween what we could be producing and what we will be producing
will be nearly a trillion dollars in 2009 and again in 2010.

Chairman SPRATT. Each year, a trillion dollars?

Mr. ELMENDORF. Each year, and will remain very large in 2011.
It is worth emphasizing here that people talk about the dates of
a recession. The way that the National Bureau of Economic Re-
search traditionally defines “recessions” is the period in which the
output of the economy is falling. So if output turns back up next
year some time, the NBER would consider that to be the end of the
recession. But the shortfall in output from the potential output
level will still be quite large. We are making a big gap, and when
we turn the economy back around again, it will take a considerable
amount of time before actual output rises back to potential output,
before the unemployment rate falls back down to a more standard
rate of unemployment. We have seen that coming out of the last
two recessions, much milder recessions than we are enduring now,
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but nonetheless it has taken some time after the official end of the
recovery for the unemployment rate to fall back down again.

And the principal way to think about that is the actual output
may be rising, but it is still well below the level of potential. And
until it catches up again, we will not see unemployment back down
to its traditional level, and we will not see employment back up to
what it should be.

Chairman SPRATT. And potential GDP is not optimum GDP; it is
a reasonable expectation at a normal——

Mr. ELMENDORF. Yes. It does not assume completely full employ-
ment. In CBO’s case, it assumes an unemployment rate of about
4 and three-quarters percent, which seems consistent with—I think
4 and three-quarters percent, which seems consistent with what we
observed in the past as the lowest sustainable rate of unemploy-
ment.

Chairman SPRATT. Now, looking at the value of the return over
time, the benefit stream that accrues from the plan, is it proper to
look at the flow over time more than 1 year, not just next year and
the following year, but if it is education, for example, or if it is in-
frastructure, it has some lasting economic productivity improve-
ment?

Mr. ELMENDORF. Yes, so there are really two issues there. The
first thing is to say, because this GDP gap will persist for a num-
ber of years, fiscal stimulus to try to narrow that gap would be ap-
propriate in the minds of a wide majority of economists for a num-
ber of years, not just in 2009 and 2010.

A broader point I think you are making, Mr. Chairman, is that
investments that are made in the economy today will reap benefits
potentially for many years to come. And those investments can be
in the form of physical capital, highways, broadband, water sup-
plies, or it can be in the form of what economists call human cap-
ital, which are the education and skills of the workforce.

Chairman SPRATT. Now, towards the end of your testimony, you
say all of these things need to be taken into account, including the
long-term impact of having substantial deficits. And you warn
against the accumulation of substantial deficits beyond the imme-
diate situation. Could you elaborate on that just a bit, because I
think it is very worthwhile testimony.

Mr. ELMENDORF. Yes, as you know, the long-run fiscal imbalance
of this country under current policies is quite severe. If that imbal-
ance is worsened, that has a number of consequences. One con-
sequence is that, over time, that government borrowing crowds out
a certain amount of private investment and leaves the economy
poorer as a result.

A further possible problem is that anticipation of government
borrowing can push up interest rates. At the moment, interest
rates in the United States on risk-free assets like Treasury securi-
ties are fairly low because foreign capital views us, despite all of
our current problems, as a relatively safe haven in the world. So
interest rates are low because foreign capital has come to this
country.

If we make the long-run fiscal situation worse in the eyes of peo-
ple, investors around the world, and they are more worried about
our long-run future and withdraw some of those funds or stop
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sending additional funds here, then that could push up interest
rates in the near term and have a detrimental effect on economic
activity now.

I do not think, and most economists do not think, that is a very
large risk at the moment because of the flight to safety that we see
in times of crisis. But I think most economists would judge that to
be an increasing risk as we come out of this recession in several
years. If there isn’t a sense at that point that the long-run fiscal
problems are being addressed, there is a bigger risk at that point
of more fear and then an increase in U.S. interest rates.

Chairman SPRATT. So the request before us is how to boost the
economy, pick it up out of the current slump, get it back on track,
but without worsening the long-term outlook for the budget and, in
particular, the deficit and debt accumulation.

Mr. ELMENDORF. That is right. And that, as I said in the testi-
mony, is a challenging task.

Chairman SPRATT. We have had recessions in the past. I guess
10 recessions since the Second World War. Few have elicited the
kind of response we are seeing today. Is this disproportionate? Are
we overreacting? Or would we be risking some serious downturn
and loss of control of situation unless we acted?

Mr. ELMENDORF. I think you are absolutely right. We have not
seen fiscal stimulus on this scale proposed in these past downturns.
There are two reasons why most economists thought that made
sense then, but this makes sense now. One is that this downturn
looks to be more severe. The collapse of leading financial institu-
tions, the flight from risk-taking has choked off credit that would
normally flow to households and businesses. Tremendous losses in
household wealth are holding down consumer spending and will do
so for some time.

Our overbuilding of housing in the past half dozen years means
that, even at the low level of construction now, we have more
houses than people want, and it will take some time to work that
off. So housing will not provide support in the recovery.

And moreover, the global economy is weakening. Forecasts of for-
eign economic growth in 2009 have been marked down by two per-
centage points just since last summer. So there are a number of
reasons why this recession will be particularly deep in most econo-
mists’ judgment and why the recovery will be slow in most econo-
mists’ judgment. The second general reason why most economists
favor larger fiscal stimulus now than they have in past recessions
is that monetary policy has done a lot already to try to offset the
weakness in the financial system and has used up all of its prin-
cipal tool, which is reductions in the Federal funds rate, since that
rate is now essentially at zero. It does not mean they are out of
tools. As Chairman Bernanke has said very clearly, they have other
tools, but these are untested tools, and they face difficulty in imple-
mentation.

So economists see a more severe recession than we have had in
the past and less ability of the Federal Reserve to offset that. And
that has lead many people who did not support large fiscal stim-
ulus even a year ago to support it today.

There is uncertainty, of course, about these forecasts. CBO aims
to have an economic forecast and budget projections for that matter
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for which the risks of the world turning out to be better or worse
are approximately balanced. But most economists think that now
the risk should not be viewed as balanced in a policy sense because
of the limitations on what the Federal Reserve can do.

If the economy were to boom again, the Federal Reserve could
pull back on its special lending programs and it could raise the
Federal funds rate. If the economy were to turn out much weaker
than we expect, that would put even more pressure on a Fed that,
as I said, is already operating on very unfamiliar terrain. That un-
certainty and taking some insurance against that uncertainty is a
further reason that economists, I think, on a widespread basis sup-
port large-scale fiscal stimulus now.

Chairman SPRATT. One final wrap-up question. In the past reces-
sions since the Second World War, we typically had certain sectors
that lead us in and lead us out of recession, automotives, real es-
tate, consumer expenditures. Today automotives clearly are not
going to lead us out of this recession in their current condition.
Real estate is overhanging the market, and it is not going to lead
us out of a recession. As far as consumer expenditures are con-
cerned, there is a huge wealth effect, negative wealth effect, due
to the decline in real estate values, which is a principal asset that
households have, and businesses aren’t likely to invest in this kind
of scenario, at least not in the near term. What else, other than our
intervention, would begin to give us a kick start to get out of this
slump and back on the road to recovery?

Mr. ELMENDORF. I think you summarized the headwinds very
aptly, Mr. Chairman.

And that is exactly why economists believe that some combina-
tion of additional government demand for goods and services and
additional private demands spurred by tax reductions are nec-
essary at this time to put the economy back on a path to recovery.

Chairman SPRATT. Thank you very much, sir.

Mr. ELMENDORF. Thank you.

Chairman SPRATT. Mr. Ryan.

Mr. RYAN. Thank you, Chairman.

Dr. Elmendorf, the last time we had an administration that be-
lieved fiscal spending stimulus was the way to go coming into an
economic downturn was in 1993 when the unemployment rate was
7.3 percent and the Clinton administration then was asking for a
$16 billion stimulus. Now, clearly, the economy is in worse trouble
today than it was then. Even though our unemployment rate is not
quite as high as it was at that specific time, we believe it will get
higher.

So the advocates of this particular stimulus bill say that the goal
here is to get the money out the door as fast as possible. Let me
ask you about that. According to your analysis, how much of the
spending in this bill, not the tax cuts but the spending in this bill,
which actually get spent in year 1 and in year 2?

Mr. ELMENDORF. According to our estimates on both appropria-
tions spending and the mandatory spending, 15 percent of the
spending would happen in the remainder of fiscal year 2009, essen-
tially the next 7 months.

Mr. RyaN. Next two quarters.
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Mr. ELMENDORF. And then 37 percent would occur in the four
quarters of fiscal year 2010, for a total over the next six quarters,
not quite the same thing as 2 years, over the next six quarters of
52 percent.

Mr. RYAN. So half of it is outside of the next six quarters?

Mr. ELMENDORF. Right.

Mr. RYAN. The administration’s budget director, your prede-
cessor, contends at least 75 percent of the spending in the bill will
occur in the next year and a half. Now, CBO, we pride ourselves
here that CBO provides independent objective analysis, but how do
you account for the sizable disparity between your estimates of
spend-outs and the OMB’s estimates?

Mr. ELMENDORF. So the first thing, as I recall, what Peter Orzag
said it was 75 percent of the total dollars from the package

Mr. RYAN. So he was talking, he was throwing, including the
stimulus in with the spending

Mr. ELMENDORF. So I believe that the comparable number from
our estimates is 65 percent.

Mr. RYAN. So when you add the tax side of it, that moves faster
than the spending side of it, correct?

Mr. ELMENDORF. Correct.

Mr. RYAN. So tax policy, as a rule of thumb here, is faster de-
ployed in the immediate term than spending policy.

Mr. ELMENDORF. That is right, I think, in general. It depends of
course on the specific provisions. But, in general, for this legisla-
tion, the tax provisions pay out faster than the spending provisions.

Now, recall, though, that when I listed the criteria for effective
fiscal stimulus, timely was one of the criteria, and the second one
cost-effectiveness. And CBO judges and most economists judge that
a dollar of government outlay has a larger effect on GDP than a
dollar of tax cut for the simple reason that the dollar of extra gov-
ernment spending goes directly to demand for goods and services,
whereas a dollar of tax cut will be partly saved by households in
general and partly spent. Now depending on just what provisions
are changed, one can obtain different answers.

Mr. RYAN. There is a lot of great research from academics around
the spectrum on multiplier effects. It is clearly, you know, we are
not settled on that debate. I won’t belabor that.

Let me ask you about assuming that this $816 billion package
is financed through borrowing, which obviously it will have to be,
what is CBO’s estimate of the interest impact of this bill over the
next 10 years.

Mr. ELMENDORF. As it turns out, I believe I have that number
here.

Mr. RYAN. We have been asking for it.

Mr. ELMENDORF. So I think this letter, if I can actually find it,
yes, I think that you should be this morning in receipt of our esti-
mate of that. So we did a calculation, at the request of Congress-
man Ryan, about the cost of additional debt service that would re-
sult from enacting H.R. 1 under our current economic assumptions
and assuming that none of direct budgetary effects of H.R. 1 are
offset by future legislation. Under those assumptions, we estimate
that the government’s interest cost would increase by about a bil-
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lion dollars in this fiscal year and the total of roughly $350 billion
over the next 11 years, 2009 to 2019.

Mr. RYAN. Three hundred and fifty? Three-five-zero?

Mr. ELMENDORF. Yes, $347 billion.

Mr. RYAN. So we are in excess of a trillion dollar package here
when you count the additional costs.

Mr. ELMENDORF. Traditionally the way CBO talks about the ef-
fects of spending provisions, the way the Joint Committee on Tax-
ation talks about the effects of tax provisions, we talk about the ef-
fect on non-interest spending and revenues. And the reason for
that, I think, is simply that what happens to the interest costs de-
pends on future policies that we are not entitled to speculate about.
So we report the direct effects of this legislation.

Mr. RYAN. So we are talking about a $1.2 trillion total cost when
we count the interest into it.

Mr. ELMENDORF. If you add up our estimate of interest cost over
the next 11 years with the estimate of the legislation, which we put
at $800 billion roughly, then you get your number.

Mr. RYAN. Thank you.

One other question, because I don’t want to belabor this stuff.
We have all these other governments who are considering the same
kind of thing. I guess it is 1936 all over again, and we are all
Keynesians now. So Europe is taking about a big fiscal stimulus
along these lines. You name the country, most of the industrialized
world, China included, is talking about a large fiscal stimulus
which must be financed by borrowing.

So many of the world’s nations are going to be going into the
credit markets at the same time. We are all going to go into the
credit markets with our bonds and try to finance this. What in your
opinion is going to be the effect on the yield curves, on the price
of borrowing, and how will that impact the overall global economy?

Mr. ELMENDORF. Most economists will tell you now that it is ad-
vantageous to the global economy for significant fiscal policy expan-
sions around the world. You raise an important question about
where the funds will come from. I think the answer to that ques-
tion is that consumers and businesses are pulling back in their
spending. The essence of fiscal stimulus is to provide demand for
goods and services that private households and businesses are not
providing at this moment. So the extra saving that they are doing
will essentially provide the funds for the borrowing the govern-
ments will be doing.

And the problem arises, as I mentioned earlier, several years
down the road if household and business spending is back up again
and conditions in credit markets, there are less funds available,
and if all of the governments around the world have set themselves
on permanent higher borrowing trajectories, then I think that prob-
lem becomes more acute.

Mr. RYAN. In a number of months you are going to have to give
us another deficit projection. Your current deficit projection is $1.2
trillion, but that is minus all the other things we are going to pass
just in a matter of weeks here. You have this stimulus plan with
your spend-out rates. You have got an omnibus spending bill that
1s going to pass in a week or two. You have got the supplemental
spending, which I think is something like $25 billion we are pro-
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jecting. Adding up what Congress is going to pass over the next few
months, stimulus, omnibus, supplemental, what is the deficit going
to look like this year, later this year?

Mr. ELMENDORF. I have not done that calculation, but, clearly,
when you start at $1.2 trillion, if you add the effects of this legisla-
tion under consideration now and other things you have discussed,
the numbers get very, very large.

Mr. RYAN. What kind of ball park do you think?

Mr. ELMENDORF. I think if you take this legislation and add it
to the baseline, instead of being at $1.2 trillion, you are at $1.4 tril-
lion. The $1.2 trillion alone is more than 8 percent of GDP. I think
it is entirely possible that when you finish this year, the deficit will
be 10 percent of GDP. That is an absolutely stunning figure.

But it is also stunning that I sat here and reported our forecast
and we believe the consensus of forecasts that, without fiscal ac-
tion, we are entering the most severe downturn in the lifetime of
anybody in this room. And I think the judgment of most economists
is that very unusual circumstances call for very unusual actions.

Mr. RYAN. I think we would agree; we may just not agree on how
best to achieve it. Thank you.

Chairman SPRATT. Ms Schwartz.

Ms. SCHWARTZ. I thank you, Mr. Chairman. And I thank you for
the first hearing of the committee, so we look forward to an inter-
esting and maybe challenging year before us.

Dr. Elmendorf, given what you have said and what we have just
heard, first, let me just maybe reiterate something that we all
know, but maybe we keep needing to be reminded of, we are in a
dramatically severe economic downturn. I think almost every econ-
omist, as you point out, says we need strong, bold, clear action.
And I will say, what we are trying to do here is to really take I
think some of what you said, and I wanted to have you elaborate
on this, is that the answer here is not any one single action, which
makes maybe the recovery and reinvestment bill that we are going
{:(i{ have before us to be more complicated than some people might
ike.

The Republican side has suggested that there is too much spend-
ing; we call it investment in both Americans and American busi-
nesses. They prefer spending as much money, if not actually more,
but only in one direction, which is tax cuts for the wealthy and tax
cuts for businesses. I think I would like you to speak to that as to
whether that is actually, if we take just that action, more tax cuts
alone, $4 trillion is what they are suggesting, which is far more
than what we are suggesting in this stimulus and the recovery
plan, whether that single action—actually, we have been doing that
for 8 years—whether that would actually turn this economy
around.

Instead, I think what we are trying to do, and I want your re-
sponse to this, is to really take what is a substantial sum of
money—all of us are certainly well aware of $825 billion is a seri-
ous, significant investment. But we are trying to do three things.
One is to relieve the burden on working families that have been
hard hit by this economic downturn. We are talking about 95 per-
cent of Americans getting an individual tax cut, not a one-time re-
bate but an ongoing tax cut, that hopefully will restore their con-
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fidence going forward; not a one-time spending spree one week but
actually on ongoing confidence, education tax credit, the COBRA
provisions in helping families.

And secondly, we are trying to stem the job loss. You heard the
numbers. Yesterday we lost 65,000 jobs in one day. It is stunning.
We have to stem the job loss and begin to rebuild and stimulate
the economy to create jobs. We are doing that through infrastruc-
ture spending. Business tax cuts are certainly an important part of
this package and investments in new technologies, like green en-

ergy.

And the third area is that we are looking to really promote the
kind of investments that will create new jobs for the future, health
IT, information technology, energy efficiencies.

My question to you is, the balance between those three really
targeted ways of spending taxpayer dollars to stimulate the econ-
omy to deal with the really tough situation that Americans are in
and to grow jobs for the future, my question is, have we gotten the
balance right in those three areas? And do we need to spend all
those dollars in 1 year, but don’t we need to actually build the con-
fidence, as the chairman said, over time to get investor and con-
sumer confidence back up? But, specifically, could you speak to the
balance between these three areas, tax cuts, serious investments
and helping Americans deal with a tough economy?

Mr. ELMENDORF. So, naturally, I can’t tell you whether you have
gotkthat balance right. That is a judgment you all will have to
make.

Economists, as I said, are merely united in their conviction that
further fiscal policy actions are appropriate. But they are much
more divided about which actions, what sorts of actions, should re-
ceive the greatest attention.

I think there are a number of reasons why you might choose a
combination of strategies. One is that different policies have effects
on a different time frame. The tax policies and mandatory spending
programs pay out faster, in our estimation. The appropriations pay
out more slowly. That doesn’t mean in fact that they are less use-
ful. As I said at the beginning of my testimony, we expect to have
a very large shortfall in output relative to potential in 2011. You
don’t really want to have a policy that provides a lot of stimulus
in 2010 and then goes away overnight; that risks dropping the
economy back into a pothole.

So in an effort to have stimulus that affects the economy now
and next year and in 2011, you might find a collection of policies
that spend out at different rates to be appropriate.

I think a second reason a combination of policies makes sense is
that there is a lot of uncertainty around the effects of every provi-
sion. We have made our best estimate drawing on the wisdom of
the profession, but to be clear, we don’t have any historical exam-
ples of this sort of condition and this magnitude of fiscal stimulus.
So any estimate that we offer you will be very uncertain. And that
is why I presented our numbers as a very wide range. So the un-
certainty 1s also a reason why you might favor a combination.

I think a third reason, as I said, is that there are different sorts
of goods and services that are produced depending on what legisla-
tion you pass. Legislation that only cuts taxes will lead indirectly
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to the production of a lot of household demanded goods and serv-
ices. Legislation that supports health insurance will lead to more
health care being delivered. Legislation that supports highway
building or water supply renovation will lead to better highways.
So, ultimately, there will also be, in addition to the macroeconomic
stimulus issues, there will be a value judgment about what sorts
of products society should be focused on.

Ms. ScCHWARTZ. But the concept of doing a combination, doing a
variety, and stimulating growth in a variety of sectors rather than
just picking one area is something you think will benefit all of us.

The chairman wants us to move on.

Mr. ELMENDORF. I think that makes sense for the timing reasons
and the uncertainty and the question of priorities.

Chairman SPRATT. Mr. Hensarling.

Mr. HENSARLING. Thank you, Mr. Chairman.

Dr. Elmendorf, in your testimony I believe you said that CBO
looked to the timing of the stimulus legislation, cost-effectiveness,
and that it be consistent with long-term fiscal objectives. With re-
spect to being cost-effective, we have now learned that, I think
what was billed as an $816 billion stimulus package, if you add in
the debt service, is really over a trillion dollars.

But before we add in the debt service, which of course does have
to be paid, the proponents of this particular package I believe have
talked in terms of roughly three and a half million jobs. And as the
ranking member put up a chart, I believe that if those figures are
accurate, and since they come from the proponents, I would assume
they would be somewhat in the mode of a rosy scenario, it comes
up to $275,000 per job. What is the definition of cost-effective by
CBO standards?

Mr. ELMENDORF. I think we need to be careful in counting jobs.
I think this has been an unfortunate drift in the public debate to-
ward number of jobs measured at some particular point in time.
What I think we all care about is the flow of jobs over time. If we
can devise a stimulus package that would put a ton of money out
there in the next 6 months, we might find a big increase in employ-
ment relative to what otherwise would occur. When the package
ended, unemployment would fall right back again. So when we talk
about jobs, we have to be careful not to pick out a particular year
or quarter, but to look at the flow over the next set of years that
are affected by legislation.

Mr. HENSARLING. Dr. Elmendorf, has CBO modeled how many
jobs they expect to be created under this package?

Mr. ELMENDORF. Yes, and we have

Mr. HENSARLING. How does that differ from the administration’s
figures?

Mr. ELMENDORF. Let me describe ours first. Our estimate is that
it costs about $140,000 worth of GDP to get an additional job. How
you get that much GDP, how much government spending or tax
cuts you need, depends on the multiplier effects. So you take some
amount of government extra spending or tax cuts, apply a multi-
plier effect on GDP, and then from that you can deduce effect on
employment.

Our estimates are about $140,000 per job next year. I think that
is quite consistent, as best I can tell, with the estimates with the
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cost per job of the estimates given by Christie Romer and Jared
Bernstein from the administration, given by some private forecasts.

I think the difference in the forecasts

Mr. HENSARLING. That doesn’t answer the question, Dr. Elmen-
dorf, and unfortunately, my time is running out.

Also in your testimony, again, you talked about a package being
consistent with our long-term fiscal objectives. We have known
that, over the last 2 years, the Federal deficit has gone from rough-
ly $160 billion to $1.2 trillion, I believe, in rough figures, an in-
crease of roughly 800 percent. That is before we add on the cost
of this particular package, which we now know is over a trillion
dollars. I assume that you have looked at the experience of Japan
in the early 1990s, their lost decade. They attempted 10 different
stimulus packages over 8 years; their GDP did not increase. And
I believe they took on the highest per capita debt in the industri-
alized world, and their per capita income went from second in the
world to tenth in the world. What can we learn from their experi-
ence?

Mr. ELMENDORF. I think the principal lesson of the Japanese ex-
perience, and I will be talking about this tomorrow in testimony be-
fore the Senate Budget Committee, is that active financial and
monetary policies are a critically important compliment to fiscal
stimulus. And that is not an idiosyncratic view of the CBO. I think
that is a widely held view; one that, as I mentioned here, that we
need a combination in most economists’ judgment of fiscal stimulus
and monetary, financial policies.

I think the principal view looking back at the Japanese experi-
ence is that they flubbed the financial rescue. Basically they didn’t
face up to the extent of the problem. They ended up papering over
the problem in a way that just festered.

Mr. HENSARLING. Dr. Elmendorf, how about our own lesson, and
you are speaking of monetary policy, but if we as policy makers
don’t get it right—I don’t think there is any debate that we need
a stimulus package. There is a debate on whether or not we should
be providing tax relief to families and small businesses or growing
government. But can a case not be made that we sowed the seeds
for this recession by public policy decisions in the last one, particu-
larly monetary policy, in creating the easy money that allowed the
housing bubble to occur?

Mr. ELMENDORF. In the judgment of most economists, the prin-
cipal policy error regarding the housing and financial bubble was
on the regulatory side.

There is some disagreement about when the Federal Reserve
should have stuck to a higher interest rate policy. If they kept in-
terest rates much higher, that would in fact have choked off the
housing and financial bubble, but it also would have choked off an
awful lot of jobs during that period. The unemployment rate at the
time the Federal Reserve pushed the Fed Funds rate so low was
a very high unemployment rate. So I think there is disagreement
among economists about whether they should have taken that med-
icine then or not.

I think it is a more widespread view that our regulatory policies
needed to be stronger.

Chairman SPRATT. Mr. Doggett.
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Mr. DOGGETT. Yes, sir. Thank you, Mr. Chairman.

And, Dr. Elmendorf, thank you for your service. I know that your
first report here concerning the effectiveness of this stimulus has
stirred some controversy. And I think that it is important that we
continue to get straight-on, independent objective reports from you.
It is important they be complete, but I appreciate the analysis that
you provided.

Of course, if you make any exception to that, and it is my bill,
it is okay to give the benefit of the doubt to the author, and I am
sure all the other members here feel the same way.

Seriously, as it relates to this economic recovery package, I think,
given the size of the debt service you are talking about, that is im-
portant, and I believe these are more or less the words of Dr.
Zandi, who we will hear from later, that we try to get the biggest
bang for the buck, the most cost-effective stimulus because we
have, even though it seems, and it is, a very big package, we need
to be getting the most economic growth we can for every dollar we
put in.

Now both you and Dr. Zandi have done some analysis in your
testimony of what type of initiatives provide us the biggest bang
for the buck. And just to summarize that, and of course, we had
this testimony a little over a year ago when some of the same folks
who are complaining about this package were complaining about
our doing anything, in December of 2006, excuse me, December of
2007, running right on through last summer. But isn’t the eco-
nomic opinion pretty well united that at the top of the list of the
biggest bang for the buck is to use extended unemployment bene-
fits and food stamp benefits?

Mr. ELMENDORF. Yes. I think most economists view expanded
benefits for low-income households as a particularly effective form
of fiscal stimulus, because the money generally flows quickly and
generally a high share of it is spent, so it satisfies both the timely
and cost-effectiveness criteria.

Mr. DOGGETT. With a package this big, you will have some ele-
ments that are more cost-effective than others. Clearly, with a
package this big, you couldn’t put it all in those two.

But I believe Dr. Zandi’s testimony indicates that, for every dol-
lar that we spend on expanded unemployment benefits, we get
$1.63 back in gross domestic product. For every dollar we spend on
food stamps, we get back $1.73. Are figures in that range generally
where economists come down?

Mr. ELMENDORF. I think——

Mr. DOGGETT. Maybe not to the penny.

Mr. ELMENDORF. Yes, I don’t want to speak that precise, and
Mark, of course, can talk about them. But I think most economists
view those categories as having particularly high multipliers.

Mr. DOGGETT. On the other hand, you and Dr. Zandi have both,
in your testimony, described some of the least effective ways, the
most wasteful and inefficient, weak ways of stimulating gross do-
mestic product. And at the top of that list, it looks like, though
your estimates are somewhat varied, the least effective, most ineffi-
cient, most wasteful way of doing this is the loss carryback provi-
sions, in other words, corporate tax breaks to let those who paid
a little bit of taxes in prior years now get a check back from the
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government or credit back from the government at a time that they
have a loss. Is that right?

Mr. ELMENDORF. We conclude that the multiplier of that, the ef-
fect on the economy of changes in the tax loss carryback are likely
to be small. But I would emphasize, I think that judgment is par-
ticularly uncertain. In normal times, providing additional cash flow
to businesses is not as effective a way of stimulating investment as
a particular investment incentive.

But we are not in normal times. Companies are having—are fac-
ing cash flow problems, of course, because of the recession and they
are having difficulty borrowing. So that is a type of stimulus that
we think is not likely to have big effects but where much bigger
effects really are possible.

Mr. DOGGETT. It may be that, for political reasons, just like we
could not get support from the last administration, which was ad-
dicted to tax cuts as the only solution to every problem, no matter
the economic weather, and so we went there instead of providing
the much more effective extension of unemployment benefits that
was really needed early last year, that we have to include ineffec-
tive, wasteful efforts.

But I notice, for example, that Dr. Zandi, in contrast with getting
$1.73 of Gross Domestic Product for every dollar, precious dollar
that we take out of the Treasury for food stamps, his estimate is
that on this loss carryback provision, this wasteful provision, we
get a total of $0.19, only $0.19 for every dollar taken out of the
Treasury. Without asking you to be committed to whether it is 19
or 20 or 30 or 40, it is substantially less in terms of its economic
benefit than doing some of the other things that are in the stim-
ulus package; and there is consensus among a broad stream of
economists that it is substantially less.

Mr. ELMENDORF. Our assessment is that it is likely to be sub-
stantially less. I think it is an area where consensus is harder to
come by because of the uncertainties.

Mr. DOGGETT. And he also estimates that a permanent cut in
corporate taxes would only give us $0.30 for every dollar, in con-
trast with the higher amounts.

Mr. ELMENDORF. I think you will need to ask him that question.
That is not part of this legislation, and we didn’t speak to it in our
report.

Mr. DOGGETT. Thank you, Mr. Chairman.

Chairman SPRATT. Mr. Campbell.

Mr. CaMPBELL. Thank you, Mr. Chairman; and thank you, Dr.
Elmendorf.

If we do nothing and if there is no economic stimulus package,
at what point, under your models, would the economy bottom and/
or begin to recover; in other words, positive GDP growth?

Mr. ELMENDORF. We think that the unemployment rate will peak
early next year. That means that—and unemployment tends to lag
the economy, so we are looking at GDP that would bottom later at
the end, perhaps, of this year.

Mr. CAMPBELL. And perhaps the first quarter of 2010, again, if
we do nothing, would have positive—would have some growth, even
if it is a tenth of a percent?

Mr. ELMENDORF. Yes. That seems likely.
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Mr. CAMPBELL. Okay. So under that scenario then—and I can’t
remember the exact percentages—but something like 75 percent of
the spending stimulus in this bill will occur after a recovery has
already occurred, even if we did nothing. And I guess my question
is, isn’t the purpose of these things supposed to try and make the
recession shorter and shallower, and how can it do that if the
spending comes after the recovery?

Mr. ELMENDORF. I think I need to emphasize here, again, the im-
portance of the gap between potential output and actual output.
When the economy turns back up, under our forecast, late this year
or early next year, the difference, the shortfall in output relative
to what the economy could produce at a more traditional unemploy-
ment rate and traditional rates of capacity utilization will be about
$1 trillion. And because we expect the recovery to be slow, GDP
growth actually to be, although growing, to not even be growing as
rapidly as the labor force is for a while, that gap remains very
large throughout 2010 and is larger in 2011 than it has been in al-
most all of the postwar years. So, again, whether the technical defi-
nition of recession has been passed, there will still be, I think, tre-
mendous waste of resources, tremendous unhappiness.

Mr. CAMPBELL. In the interest of time, we will have to hold out.

Another question. There was—in 2007, 2008, last year, there was
an economic stimulus plan that involved refundable rebates to tax-
payers with some spending, obviously a small amount of spending,
but that doesn’t seem too dissimilar from the refundable rebates
that are in this bill. I believe—and correct me if I am wrong—but
there is kind of universal agreement that that stimulus was not ef-
fecti\‘r?e in 2008. Why would doing the same thing be effective in
20097

Mr. ELMENDORF. I think, in fact, that the economists who study
this question are less sure that last year’s rebate was ineffective
than one might think from reading the coverage in newspapers.
Clearly, we have a recession anyway, so it was not effective in stop-
ping the recession. But I think that is more a reflection, in most
people’s view, of the scale of the financial carnage and not some-
thing that speaks specifically to that tax provision.

People who have looked very carefully at the household level
spending data conclude that there was a real spending effect of
that rebate. Moreover, this legislation does something a little dif-
ferent. That was really a one-time check. What this legislation does
is to lower taxes for a period of a few years; and economists will
generally conclude that the longer the tax change is for, that the
larger the stimulative effect would be.

Mr. CAMPBELL. Okay. I am going to, before I run out of time,
shoot you two more questions and then let you answer both of
them so that I don’t run out of time.

For the purposes of this question only, I am going to except
Keynesian theory. But even within Keynesian theory, doesn’t infra-
structure spending have a greater multiplier effect? If you build a
wireless Internet across the country, won’t that generate a lot more
private jobs than spending the money on government buildings or,
frankly, on education in the short term? So I guess question one
is, isn’t there a lot better Keynesian spending than some of what
is in here?
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Second question, something we haven’t talked about. We talked
about Keynesian spending. We talked about the supply side. What
there is hardly any of in this bill is any demand side incentives,
such as large incentives for people to purchase homes or purchase
cars, which are the two industries that brought us into this reces-
sion and perhaps maybe at some point could bring us out. Could
you comment on the efficacy of any sort of demand side incentives?

Thank you.

Mr. ELMENDORF. Thank you.

So, first, on Keynesian stimulus, the principal way to think about
Keynesian stimulus is putting dollars into people’s hands that they
then go and spend. So John Maynard Keynes wrote—and we had
this in my prepared testimony today—that you could hide money
in coal mines and then let private enterprises pay to dig it out.
That would be better than doing nothing in a recession, because it
would put money into the hands of those workers that they would
spend. Now, naturally, we would be better off getting something in-
trinsically valuable.

So, in general, economists don’t think that a dollar spent in a
certain place has a different effect on demand than a dollar spent
somewhere else. The reason the tax cuts are traditionally viewed
as having smaller multipliers is that part of it is saved. But the
basic point of a dollar spent by the government is that it becomes
income to somebody; and if that somebody is building—is digging
a trench for broadband or digging a trench for a school building,
it is basically the same thing.

This is my time, not your time, I guess. Let me just say quickly,
I think that Keynesian—the term Keynesian is viewed by some
people today more negatively than I think is deserved. Keynesian
economics does not answer all interesting economic questions.
Economists have known for some time that Keynesian economics
did not provide great insight into how to deal with the wage price
spiral of the 1970s. It does not address the very important question
of incentives created by government taxes and spending programs.
But, in the judgment of most economists, it does provide a very im-
portant insight of what to do when there are vast amounts of un-
used resources in an economy. And notwithstanding all the various
failings of Keynesian economics as Keynes understood it or some
other particular professor understood it later, that insight is, I
think, still very widely held among economists.

Now, your second question was about sort of I think more tar-
geted policies to spur demand for particular items. I think a good
case can be made for that, but so can a good case against it. It is
in some ways effective stimulus to spur demand where there al-
ready is an operation ready to supply it. So if you can keep auto
workers at work, rather than laid off, that can be very effective.

I think the counter argument is that we generally think that the
government should not be picking which industries should be doing
better or worse. So the risk one finds of helping demand in par-
ticular areas is that those areas, the areas that are chosen, may
offer a role for the government that we don’t normally support and
don’t think it is effective.

Chairman SPRATT. Mr. Blumenauer.

Mr. BLUMENAUER. Thank you, Mr. Chairman.
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Thank you, Doctor. I want to follow up on your response to my
friend from California a moment ago with the notion somehow
that, because we stop the free fall in a year, that unemployment
peaks, that somehow that is tantamount to a recovery. Now, it may
be that our friends, based on the Bush administration’s abysmal
record of job creation, have defined down the definition of recovery,
so that if unemployment is double digit and not getting worse, that
somehow we have turned the corner and we don’t have to worry
about this stuff.

But I want to—your point about this continuing on through 2010,
2011, I would like to just take it one step further. I was on the
committee 2 years ago. We had your predecessor, almost as smart
and distinguished, before us and a distinguished array of economic
experts of conservative, liberal, academic. I don’t recall a great
deal, with a great deal of precision, their forecasting our falling
into this economic abyss. Is my memory failing me? Or were those
certified smart people kind of missing the trench?

Mr. ELMENDORF. So I am one of the certified smart people who
missed the trench.

Mr. BLUMENAUER. Okay. So the great precision that you are—not
great precision. I mean, you have been very careful in qualifying
this. But when my friend wants to wrap his arms around the hope
that we stop the free fall in a year or two and that that equates
to recovery, wouldn’t you say we are, A, in uncharted waters; and,
B, based on our past experience, Congress might err on the side of
trying to help the public and the economy more rather than less?

Mr. ELMENDORF. I spent several years at the Federal Reserve
Board heading up part of their economic forecasting group, and I
think my experience has taught me that to call economic fore-
casting an inexact science gives too much credit. It is an inexact
art, and our forecasts can be very wrong, and we report, in fact,
systematically the errors we have observed in the past so people
understand the uncertainty.

As T said earlier, I think most economists’ response to the uncer-
tainty today is to err on the side of providing more stimulus on the
grounds that a stimulus can be withdrawn by the Federal Reserve
more easily than it can be added.

Mr. BLUMENAUER. Thank you. I appreciate that clarification. I
think it is important as we are going to move forward.

I also appreciated your analogy with burying the money in the
coal mine and putting people to work. I mean, have you attempted
to analyze, in great detail, how much residual benefit will come?

My good friend from Wisconsin flashed on the screen concerns
about replacement of the Federal fleet or weatherizing Federal
buildings, that somehow this is goofy. Doesn’t that carry significant
resigl?ual benefits for government operation and long-term cost sav-
ings?

Mr. ELMENDORF. The right kinds of investments, public or pri-
vate, reap dividends over time. The estimates that I have offered
you today do not incorporate any of those effects. We have focused
for this purpose strictly on the demand side impact, which is likely
to be most important in the short run.

Mr. BLUMENAUER. Right. And I appreciate your clarification, and
I understand that. But I just want to make that part of the record,
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as people try and take potshots at something that we should make
more ambitious rather than smaller, that there are elements here
that have residual benefits that are going to help our work for
years to come, save energy, improve efficiency.

The final point, and I would, if you want to clarify further, be-
cause I appreciate my friend from California bringing up, what is
the difference between this and the last rebate that we threw out?
The rebate that we had to make in that form because that is what
the Republican administration and the Republicans in the Senate
demanded. We would have had it be a somewhat broader net.

But I want to go to that notion of psychology. If most people—
isn’t there evidence to suggest that people getting a check in a
lump sum are more inclined to look at that as a windfall, they are
going to save it, as opposed to something that people get week after
week after week in the take-home pay. Doesn’t that influence pur-
chasing far more?

Mr. ELMENDORF. I think, as I said, I think most economists’ view
is that the more lasting a tax change is the larger the effect.

Mr. BLUMENAUER. But my question was, what is in the check
each week as opposed to a big windfall from the sky.

Mr. ELMENDORF. Yes. I think that is the intuition of most econo-
mists. I think there is not a great deal of evidence. I think there
is some evidence about people taking a check as a windfall, and a
change in take-home pay is not.

Mr. BLUMENAUER. I would respectfully request that you maybe
help us a little bit with that. There was a fascinating little article
in the New Yorker this week that seemed to indicate, I just read
it briefly, that there is some research to that effect.

Mr. ELMENDORF. I think there is some evidence, but I think we
just haven’t run every fiscal policy experiment enough times to be
sure.

Mr. BLUMENAUER. Thank you, Mr. Chairman.

Chairman SPRATT. Ms. Lummis.

Mrs. Lummis. Thank you, Mr. Chairman. It is Mrs. Lummis.

Dr. Elmendorf, my question is about cumulative impacts. When
you add servicing our Nation’s debt, plus the TARP payment, plus
other spending that this Congress is likely to pass this year, plus
the stimulus package, plus U.S. dependence on foreign energy, plus
global spending by other countries trying to stimulate their econo-
mies, we are looking at, in my view, an unprecedented issuance of
debt financing in the global markets this year. My question is, is
there a saturation point? Is there a point that bottomless pur-
chasing power by other countries of U.S. debt, coupled with debt
of other countries, is reached? And is there any good modeling
about the concerns that purchasers for the combined debts of global
governments will dry up?

Mr. ELMENDORF. Well, Congresswoman, there certainly is some
point at which it will become increasingly difficult for the U.S. gov-
ernment to borrow the sums involved. And you are right. The
amount of borrowing is stunning.

In the judgment of most economists, we are not near that point
now, despite the tremendous volume of borrowing. Interest rates on
Treasury securities are low. Interest rates on private borrowing are
not low in general, and that is because of the flight from risk. But
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at the moment interest rates and Treasury securities are low, even
though the whole world has seen and made their own calculations
of the anticipated deficits and the effect of the TARP and so on.

I think the reason that interest rates are not high is that bor-
rowers, is that spenders are pulling back on their spending and
doing more saving. And among those who are saving, there is a
flight from private assets to less risky government assets, particu-
larly U.S. government assets. So I think for the duration of this
global recession, the condition is likely not to be certain but likely
to persist.

As I said, I think the bigger risk comes—and this is, I believe,
a consensus view among economists—comes over time, as the glob-
al economy improves, we expect, over the next several years, and
people are more willing to invest in risky assets, less determined
to buy Treasury securities and become more concerned about the
long-run fiscal imbalance. So I think that risk is present today, but
not large, but certainly rising over time; and that is one of the rea-
sons why a criterion of not worsening the long-run fiscal imbalance
is on our list.

Mrs. LumMis. Thank you. Is there a way to model global capacity
to absorb global debt?

Mr. ELMENDORF. Yes, I'm sorry I didn’t answer that, but I didn’t
have a good answer. I don’t think modeling that is particularly dif-
ficult. Economists model lots of things. Lots of the models are bad.
But I think international capital flows affecting the exchange rate
and shifts in portfolio preferences are especially hard to model. So
I don’t think we have—and I will get back to you if I am wrong.
I don’t think that we at CBO have, nor have I personally seen, con-
vincing models of those flows in a way that would add more to our
understanding than the risks that you and I have just discussed.
But we will check, and I will get back to you if we can do better.

Mrs. LummMmis. Thank you, Mr. Chairman. I do have one more
question. It is with regard to the multipliers that the administra-
tion is using of 1.5. Is it your position that that is a correct multi-
plier, and are you comfortable with that multiplier?

Mr. ELMENDORF. The administration report from Christina
Romer and Jared Bernstein talked about a multiplier on govern-
ment spending of 1.5, on tax cuts of about one. We developed our
multipliers on a more granular basis. We have a set of them listed
in my written remarks.

It depends exactly how you apply them to which provisions of the
bill, so it is a little muddy. But our sense of this is that our multi-
plier and the multiplier they used are pretty close, and I think that
is a reasonable multiplier.

The difference in our estimates of job creation come, I think,
from differences in spend-out rates. They assume a faster spend-
out rate than CBO has estimated, so they get more money flowing
out at the end of 2010. So if you look at employment at the end
of 2010, that faster spend-out leads to more jobs.

As T have said a number of times, I think we really want to look
at employment over a period of time. The fact that the spend-out
continues in 2011 under H.R. 1 is not a bad thing from the point
of view of fiscal stimulus. You don’t want the stimulus to go away
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overnight. You want it to taper down as the economy recovers. So
we would find a substantial jobs effect in 2011 and so on.

So I think the differences that you see from our estimate to
theirs are not particularly in the multipliers or the macroeconomic
dynamics; it is more about when the dollars get out the door.

Chairman SPRATT. Mr. Etheridge of North Carolina.

Mr. ETHERIDGE. Thank you, Mr. Chairman.

Thank you for being with us this morning.

You mentioned to a question earlier, as related to the debt, the
GDP in currently. I would be interested to know what that was in
2000, when we had projections of a huge surplus that was building
out to as far as the eye could see, versus where we are and where
the protections are now.

And while you look for that, let me add another piece to that
question. Because in the proposed recovery and jobs creation legis-
lation it is designated to do a number of things, one of which is to
provide for support for school construction bonds that are in this
package plus a number of other public facility bonds that would
create a number of jobs, build new facilities for growing school dis-
tricts and those that are decaying and other health facilities and
communities. But it would also help the economy as a whole by cre-
ating jobs and generating revenue, which is critical as we move
across.

My question, tied to my first one, is this, because I sort of feel
like we are arguing above people’s heads. Sort of reminds me of a
guy who is standing in a mud hole, and he doesn’t know whether
it 1s a mud hole up to his waist or he is in quick sand and he is
going to keep sinking. And so we can do nothing, and he can stay
there, and when the sun comes out to get you dry and he would
be in bad shape, or if it starts to rain he is really in a mess. And
so the question becomes, do you do something or nothing? And I
think the public is saying we want something done.

Now, we can argue about how we do it and what we are doing.
So my question as it relates to this piece by creating the jobs, as
you do your modeling, what is the magnitude of this as we create
jobs as the multiplier and the other provisions that are in this re-
covery package as you're aware of at this point? And what are the
specific ideas or items that have been mentioned in the package do
you feel have a positive aspect as it relates to the slumping GDP?
I mean, it is easy to figure out what will happen if you do nothing,
I think. We are not really sure what it would be, but we think it
is going to be bad. What happens if we do this and we start to have
an effect, versus 2000?

Mr. ELMENDORF. I didn’t find the number. I think that the debt
was about 25 percent of the GDP in 2000. Ending the last fiscal
year, it is about 40 percent of GDP. I think reasonable forecasts,
including some fiscal stimulus, would push the debt to GDP ratio
up toward 60 percent of GDP several years from now. That is a
dramatic and unfortunate reversal in terms of the long-run growth
path of the economy.

Mr. ETHERIDGE. And that was a decision made by people in
charge in 2000.

Go ahead.
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Mr. ELMENDORF. My tenure only started 3 days ago. But in the
short run we think that all elements of the package, legislation as
introduced, have some stimulative effect. And the choice among
them depends on your judgment about the relative importance of
timing and cost-effectiveness and long-run impact and who benefits
and what society gets. And there are often trade-offs. Some of the
things that are most desirable in terms of long-run growth may not
pay out as quickly. Some of the things that pay out quickly may
not have as high cost-effectiveness, and that is a balancing act that
we can only provide information about but only you can make the
decisions.

Mr. ETHERIDGE. Let me follow that up, because my question was
we don’t have a modeling of that to determine. I recognize you can’t
do that until you see the final piece.

Mr. ELMENDORF. We have in my written testimony today you can
look at the results of our modeling. So we have taken the legisla-
tion as passed. We have determined a set of multiplier effects, es-
sentially how much bang for the buck there is across a number of
categories of the package. We have taken every bit of the categories
and put it into one of these categories, and we have estimated the
effects on GDP and then the effects on employment.

Now we have reported a range because of the great uncertainty.
Our estimate is that we end up with a GDP growth, GDP by the
end of next year, that is, as I said, 1.2 to 3.5 percent higher, em-
ployment that is higher by 1.2 to 3.6 million jobs, and an unem-
ployment rate that is lower, by .6 to 1.9 percentage points. Those
are very sizeable effects on the economy. Whether they are enough,
that is a judgment you have to make.

Mr. ETHERIDGE. Mr. Chairman, I raise that question because, de-
pending on where you are in the country, it has a greater impact.
For instance, nationwide, your unemployment rates now are rough-
ly 7.2; and the new numbers have come out. In North Carolina,
they are 8.7; and we are shedding jobs by the thousands, not by
the hundreds Statewide. And it has been in textiles, it has been in
furniture, it is now in high tech, manufacturing. It goes down the
list because we are a heavily manufacture State. As a matter of
fact, 72,000 jobs were lost between November of 2007 and 2008.

Mr. ELMENDORF. As I say, it is a tremendous range in experi-
ences across States. It is getting worse almost everywhere but at
different rates and from very different starting points.

Chairman SPRATT. Mr. Austria.

Mr. AUSTRIA. Thank you, Mr. Chairman. Thank you, Dr. Elmen-
dorf.

Let me just say that, you know, one of the things, you testified
earlier that stimulating the economy now and reaching broader ex-
pectations is very challenging. And as I travel across my district
in Ohio and I am sure most other areas across this country, there
are real families that are hurting right now. There are small busi-
nesses in particular that I talk to, business owners that are reluc-
tant to invest back into their business because of the uncertainty
of the financial market, the uncertainty of the economy. And I
think we all acknowledge that there is considerable weakness and
uncertainty that remains in the economy, but I think what we are
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hearing today is the argument of a hefty infusion of government
spending spread across 150 different programs within this package.

So, focusing on the short term, let me ask you, as far as fiscal
policy, it operates with long and unpredictable lags. We are hoping,
obviously, that the economy will recover quickly. And since much
of the spending occurs far into the future, my question is, if the
economy were to recover before large amounts of the spending oc-
curs, should we go back and remove the